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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Avatar, Inc,
Ogden, Utah

We have audited the accompanying statements of financial position of Avatar, Inc. (a non-profit
organization) as of June 30, 2005 and 2004, and the related statements of activities, functional
expenses, and cash flows for the years then ended. These financial statements are the responsibility
of the Organization’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States of America. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinions. '

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Avatar, Inc. as of June 30, 2005 and 2004, and the changes in its net assets and
its cash flows for the years then ended in conformity with accounting principles generally accepted
in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October
14, 2005 on our consideration of Avatar, Inc.’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grants for the
year ended June 30, 2005. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

Coman \\%4 Flnde,, LLC

October 14, 2005

2246 NORTH UNIVERSITY PARK BLVD. ¢ LAYTON, UT 84041 « PHONE (801) 926-1177  FAX (801) 926-1178
MEMBER AMERICAN INSTITUTE OFICERTIFIED PUBLIC ACCOUNTANTS



AVATAR, INC.
STATEMENTS OF FINANCIAL POSITION
June 30, 2005 and 2004
2005 2004
ASSETS
Current assets:
Cash and cash equivalents $ - $ 31,858
Assets limited as to use (notes 1 and 2) 9,854 11,658
Accounts receivable 222942 182,640
Total current assets 232,796 226,156
Property and equipment (net) (note 3) 707,675 687,443
Assets limited as to use (notes 1 and 2) 25,000 25,000
Deposits ‘ ‘ - 1,950 1,950
Prepaid expenses 19,270 8,432
Intangible assets (net) (note 4) 16,772 17,886
$ 1,003,463 $ 966,867
LIABILITIES AND NET ASSETS
Current liabilities:
Checks drawn in excess of cash $ 5,255 $ -
Accounts payable 62,848 63,360
Accrued interest 3,910 3,514
Accrued expenses 136,574 113,908
Officer loan payable (note 8) ' 20,631 : -
Current maturities of long-term debt (note 5) 26,385 25,217
Total current liabilities 255,603 205,999
- Long-term debt, less current maturities (note 5) 590,756 617,687
Net assets:
Unrestricted 122,250 106,523
Temporarily restricted 34,854 36,658
157,104 143,181
$ 1,003,463 $ 966,867

See accompanying notes and accountants’ report




AVATAR, INC.
STATEMENTS OF ACTIVITIES
Years Ended June 30, 2005 and 2004

2005 2004
UNRESTRICTED NET ASSETS
Unrestricted revenues:
Public support contracts $ 2,426,823 $ 2,393,861
Client fees and other 158,724 157,864
Net assets released from restrictions:
Restrictions satisfied by payments 25,004 25,251
Total unrestricted public support and revenue 2,610,551 2,576,976
Expenses: _
Group homes 1,953,703 1,756,039
Family support _ 173,256 226,009
Supported employment 92,382 75,765
Management and general 352,283 583,964
Total expenses , 2,571,624 2,641,777
Net assets reclassified as temporarily restricted 23,200 25,208
Total expenses and restrictions 2,594,824 2,666,985
Increase (decrease) in unrestricted net assets 15,727 (90,009)
TEMPORARILY RESTRICTED NET ASSETS
Net assets reclassified as temporarily restricted 23,200 25,208
Net assets released from restrictions 25,004 25,251
Decrease in temporarily restricted assets (1,804) (43)
INCREASE (DECREASE) IN NET ASSETS 13,923 - (90,052)
NET ASSETS AT BEGINNING OF YEAR ' 143,181 233,233
NET ASSETS AT END OF YEAR $ 157,104 $ 143,181

See accompanying notes and accountants’ report
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AVATAR, INC.
STATEMENTS OF CASH FLOWS
Years Ended June 30, 2005 and 2004

2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES
Increase (decrease) in net assets $ 13,923 $ (90,052)
Adjustments to reconcile change in net assets to
net cash provided by operating activities :
.Depreciation and amortization 57,447 25,764
Changes in operating assets and liabilities :
Accounts receivable 40,302 36,917
Prepaid expense and deposits (10,838) (8,432)
Assets limited as to use 1,804 43
Accounts payable (512) 15,026
Accrued expenses 23,062 (2,773)
NET CASH PROVIDED BY (USED IN)
OPERATING ACTIVITIES 19,816 (23,507)
CASH FLOWS FROM INVESTING ACTIVITIES
Loans payable 20,631 -
Purchase of property and equipment (51,797) - (3,688)
NET CASH USED IN INVESTING ACTIVITIES (31,166) (3,688)
CASH FLOWS FROM FINANCING ACTIVITIES
'Principal payments of long-term debt (25,764) (24,639)
NET CASH USED IN FINANCING ACTIVITIES , (25,764) (24,639)
NET DECREASE IN CASH AND CASH .
EQUIVALENTS (37,114) (51,834)
CASH AND CASH EQUIVALENTS AT BEGINNING
OF YEAR 31,858 83,692
CASH AND CASH EQUIVALENTS AT END OF YEAR $ (5,255) $ 31,858

See accompanying notes and accountants’ report




AVATAR, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2005

1. NATURE OF ACTIVITIES AND SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES

Nature of Activities

Avatar, Inc. (the Organization) is a non-profit corporation organized under the Utah Nonprofit
Corporation and Cooperative Association Act. The principal objective and purpose for which the
Organization was formed, as stated in its articles of incorporation, is to provide quality habilitative

~ and rehabilitative services to persons with handicapping conditions and d1sab111t1es in the State of

Utah.

Basis of Accounting

The accounts of the Organization are maintained and the financial statements are prepared on the
accrual basis of accounting. Accordingly, revenues and gains are recognized when earned, and
expenses and losses are recognized when incurred.

~ Basis of Presentation

In accordance with SFAS No. 117, Financial Statements of Not-for-Profit Organizations, the

. Organization reports information regarding its financial position and activities according to three

classes of net assets: unrestricted net assets, temporarily restricted net assets, and permanently
restricted net assets.

~ Use of Estimates

The financial statements include estimates and assumptions made by management that affect the
carrying amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the

~ reported amounts of revenues and expenses. Actual results could differ from those estimates.

Property and Equipment

Acquisitions of property and equipment in excess of $1,000 are capitalized. Property and equipment
are carried at cost or, if donated, at the approximate fair value at the date of donation. Depreciation is
computed on the straight-line method over the estimated useful lives of the assets (3 to 30 years).




AVATAR, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2005

1. NATURE OF ACTIVITIES AND SUMMARY OF SIGNIFICANT ACCOUNTING

POLICIES (Continued)

Revenue Recognition

Revenue and expenses are recorded on the accrual basis. Contributions received are recorded as
unrestricted, temporarily restricted, or permanently restricted support, depending on the existence
and/or nature of any donor restrictions.

All other donor-restricted support is reported as an increase in temporarily or permanently restricted
net assets, depending on the nature of the restriction. When a restriction expires (that is, when a
stipulated time restriction ends or purpose restriction is accomplished), temporarily restricted net
assets are reclassified to unrestricted net assets and reported in the statement of activities as net
assets released from restrictions.

Concentration of Revenue Sources

Government contracts represent approximately 95% and 94% of the Organization's source of
revenues in fiscal 2005 and 2004, respectively. :
Income Taxes

The Organization is exempt from federal income tax under Section 501(c)(3) of the Internal

Revenue Code. However, income from certain activities not directly related to the Organization's
tax-exempt purpose is subject to taxation as unrelated business income.

Cash and Cash Equivalents

Cash and cash equivalents includes all monies in banks and highly liquid investments with maturity
dates of less than three months. The carrying value of cash and cash equivalents approximates fair
value because of the short maturities of those financial instruments.

Assets Limited as to Use

Assets deposited with a trustee under terms of the note indenture (note 2) are classified as assets
limited as to use.




AVATAR, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2005

1. NATURE OF ACTIVITIES AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Unamortized Bond Costs
Costs incurred in connection with the issuance of the Clearfield City, UT/UARF, Series 1997 Tax

Exempt Bonds are amortized over the term of the bonds using the effective-interest method.

~ Functional Allocation of Expenses

- The costs of providing the various programs and activities have been summarized on a functional
basis in the statement of activities. Accordingly, certain costs have been allocated among the
programs and supporting services benefited.

2. ASSETS LIMITED AS TO USE

The assets limited as to use are composed of the following:

2005 2004
CURRENT:
Cash in money market accounts,
designated for the bond sinking fund 3 9,854 $ 11658
NON-CURRENT:
Debt service reserve fund ' $ 25.000 $ 25,000



AVATAR, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2005

3. PROPERTY AND EQUIPMENT

Property and equipment at June 30 consisted of the following:

2005
Land $ 162,000
Buildings 587,222
Furniture and equipment 159,842
Vehicles 27,178
936,242
Accumulated depreciation (228.567)
707
4. INTANGIBLE ASSETS
Intangible assets at June 30 consisted of the following:
2005
Prepaid loan fees $ 8145
Bond issuance fees 14,265
22,410
Accumulated amortization (5.638)
$§ 16772

The prepaid loan fees and bond issuance costs are amortized over 15 years.

10

2004

$ 161,000
586,003 .
126,895 .

10,547
884,445

(197.002)
$ 687,443

2004

$ 8145
14,265

22,410
(4,524)

$ 17,886



AVATAR, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2005

5. NOTES PAYABLE

2005 2004

Clearfield City, UT/UARF Mortgage
Revenue Bonds, with interest at 7.70% due in
increasing annual installments of $5,000 in
1998 to $25,000 in 2022, with interest due
semi-annually, secured by real estate and the
net rental revenue $ 250,000 $ 255,000
Washington Mutual, with interest at 5.625%
and monthly payments of $922.58, maturing
August, 2017, collateralized by real estate 97,897 102,905
Washington Mutual, with interest at 5.625%
and monthly payments of $996.72, maturing
August, 2017, collateralized by real estate 104,839 110,773
Washington Mutual, with interest at 5.625%
and monthly payments of $762.78, maturing :
August, 2017, collateralized by real estate 81,280 85,724
Washington Mutual, with interest at 5.625%
and monthly payments of $787.49, maturing
August, 2017, collateralized by real estate 83,125 88,502

Total 617,141 642,904
Less current maturities of long-term debt (26.385) 25.217)
Net long-term debt ' $§ 590,756 17,687

11



AVATAR, INC.

NOTES TO FINANCIAL STATEMENTS

5. NOTES PAYABLE (Continued)

Notes payable mature as follows:

Year Ended June 30

2006
2007
2008
2009
2010
Thereafter

Interest accrued on notes and mortgages as of June 30, 2005 and 2004 was $3,43

respectively.

6. COMMITMENTS

Operating Leases

Avatar, Inc. is obligated under operating leases for group homes, office space and certain

June 30, 2005

Amount

$ 26,385
27,617
28,925
30,306
31,766

_ 472,929

$ 617,928

equipment. Such leases are summarized below:

Facility

South Ogden Program
American Fork Program
Clinton Group Home
Utah Office

Vehicles and Equipment

Expiration Date Annual Costs
Month-to-month $ 10,800
Month-to-month 14,400
Month-to-month 13,200
April 2007 22,140
Various to 6/2010 37,748

Operating lease commitments for the next five years are as follows:

Year ended
June 30

2006
2007
2008
2009
2010
Thereafter

Amount

$ 59,281

28,919
10,469
10,469
10,469

$ 119,607

12
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AVATAR, INC.
NOTES TO FINANCIAL STATEMENTS
June 30, 2005

6. COMMITMENTS (Continued)

Rental expenses under operating leases for the years ended June 30, 2005 and 2004 were $74,375
and $67,301, respectively.

Insurance and maintenance expenses are generally obligations of the Organization and accordingly
are not included as part of the rental payments.

. SUPPLEMENTAL CASH FLOW INFORMATION

Cash paid for interest totaled $33,504 and $46,575 for the years ended June 30, 2005 and 2004,
respectively.

. OFFICER LOAN PAYABLE

During the year ended June 30, 2005, the Organization borrowed $20,631 from the executive
director to purchase a vehicle and equipment. The loan has an interest rate of 5.75 percent with
no set equipment terms. There was accrued interest of $475 on the loan as of June 30, 2005.

13
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER HNAN®IXEOREK, CPA

REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Trustees
Avatar, Inc.

We have audited the financial statements of Avatar, Inc. (a non-profit organization) as of and for the
year ended June 30, 2005, and have issued our report thereon dated October 14, 2005. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether Avatar, Inc.’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noncompliance with which could have a direct and material effect
on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we-do not

- express such an opinion. The results of our tests disclosed no instances of noncompliance that are

required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Avatar, Inc.’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on
the financial statements and not to provide assurance on the internal control over financial reporting.
Our consideration of the internal control over financial reporting would not necessarily disclose all
matters in the internal control over financial reporting that might be material weaknesses. A
material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that misstatements in amounts
that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. We noted no matters involving the internal control over financial reporting and its
operation that we consider to be material weaknesses.

This report is intended for the information and use of the management of Avatar, Inc. and state and

federal awarding agencies, and is not intended to be and should not be used by anyone other than
these specified parties.

Commn \AWQ« Clande, LLC

October 14, 2005

2246 NORTH UNIVERSITY PARK BLVD. ¢« LAYTON, UT 84041 ¢« PHONE (801) 926-1177 » FAX (801) 926-1178

MEMBER AMERICAN INSTITUTE OR€ERTIFIED PUBLIC ACCOUNTANTS
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REPORT ON STATE LEGAL COMPLIANCE

To the Board of Trustees
Avatar, Inc.

We have audited the financial statements of Avatar, Inc. (a non-profit organization) as of and for the
year ended June 30, 2005, and have issued our report thereon dated October 14, 2005. As part of
our audit, we have audited Avatar, Inc.’s compliance with the requirements governing types of
services allowed or unallowed; eligibility; matching, level of effort, or earmarking; reporting;
special tests-and provisions applicable to its major State assistance program as required by the State
of Utah Legal Compliance Audit Guide for the year ended June 30, 2005. Avatar, Inc. received the
following major State assistance program from the state of Utah:

RESIDENTIAL

The management of Avatar, Inc. is responsible for its compliance with the compliance requirements
identified above. Our responsibility is to express an opinion on compliance with those requirements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United

States of America and Government Auditing Standards, issued by the Comptroller General of the

United States. Those standards require that we plan and perform the audit to obtain reasonable

assurance about whether material noncompliance with the requirements referred to above occurred.

An audit includes examining, on a test basis, evidence about Avatar, Inc.’s compliance with those .
requirements. We believe that our audit provides a reasonable basis for our opinion.

The results of our audit procedures disclosed no instances of noncompliance with the requirements.
referred to above.

In our opinion, Avatar, Inc. complied, in all material respects, with the requirements governing
types of services allowed or unallowed; eligibility; matching, level of effort, or earmarking;

reporting; and special tests and provisions that are applicable to its major State assistance program
for the year ended June 30, 2005.

Comman. Aw@« Clnde, LLC

October 14, 2005

2246 NORTH UNIVERSITY PARK BLVD. « LAYTON, UT 84041 » PHONE (801) 926-1177 » FAX (801) 926-1178

MEMBER AMERICAN INSTITUTE OB LERTIFIED PUBLIC ACCOUNTANTS




